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We attended the Global Steel conference hosted by Gujarat NRE and The 
Economic Times last week at Goa. Various industry reps and analysts spoke 
about steel demand in India, the raw material pricing environment and the way 
forward for steelmakers. We sum up conference highlights here. 
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Table 1 : Indian steel universe 


Rec Price Price Upside: PBV EV/EBITDA 
15/02/10 target (downside)) FY10F FY11F| FY10F FY11F 
Tata Steel Hold 540 495 -8%| 1.8 1.6) 15.0 7.0 
Steel Authority of India Buy 202 255 26% 26 2.0 8.8 7.0 
Ltd. 
JSW Steel Buy 1,011 1,389 37% 2.0 1.7 8.6 6.8 


Source: Bloomberg, RBS forecasts 


Near consensus on domestic expansion story 

Speakers at Global Steel 2010 cited the 2020 steel-capacity projections of various agencies 
that ranged from 110mt to 293mt. However, there was near consensus on the strong growth 
expected over the next two to three years, as a result of expected strong demand backed by 
the current low per capita steel consumption and access to cheap raw materials. Potential 
negatives were land-acquisition delays, infrastructure bottlenecks and a lack of adequate 
coking coal resources domestically. Despite the strong resilience of domestic steel markets, 
versus world markets that are in the doldrums, speakers believed domestic steel players had 
recently missed a big opportunity to improve backward integration levels, due to their over- 
leveraged balance sheets. For example, Sesa Goa was sold to a non-steelmaker and 
Dempo was sold to Sesa Goa. 


More analysts bullish on coking coal; times to get tough for non-integrated producers 


Most speakers and analysts appeared more bullish about coking coal than iron ore in the 
long term. They expected iron ore prices to peak next year and coking coal prices to remain 
high for a sustained period due to the poor prospects of existing finds delivering the desired 
coal on time. On the other hand, they expected scrap prices to continue to be volatile. We 
also see a need to increase exploration and discovery of new coking coal assets. 


Our view: positive near term; repetition of 2008 likely if steel demand recovery slips 
We expect steel prices to spike over the next two to three months, aided by strong seasonal 
factors that should almost entirely flow through to the bottom line. However, we expect the 
real challenges to begin after July-August, as steelmakers exhaust their low-priced iron ore 
and coking coal supplies. Current spot prices of iron ore and coking coal are more than 80% 
higher than contract prices, indicating significant price increases for FY11 raw material 
contracts. Based on historical movements, the market expects steel stocks to follow the 
direction of profitability and outperform up to June-July. However, after that period, it expects 


Analyst stocks to underperform depending on the strength of the economic recovery. 
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Highlights of Global Steel 2010 


We attended the Global Steel conference hosted by Gujarat NRE and The Economic Times 
last week at Goa. Here we summarise highlights. 


S K Roongta, chairman of Steel Authority of India Ltd 


=» Low per capita consumption: SAIL’s chairman highlighted that India is the only major 
economy where per capita consumption is lower than 50kgs. Globally, per capita steel 
consumption historically plateaus at 625kgs, after which it tends to fall. Mr Roongta expects 
India to reach that level over the next 40-50 years. 


= Steel production targets: The World Steel Association (WSA) projects domestic steel 
production will hit 120mt-180mt by 2020. The key drivers it sees are expected strong demand 
and a competitive advantage stemming from access to cheap raw materials. Potential 
problems are land-acquisition issues, infrastructure constraints and a shortage of coking coal 
domestically. 


= SAIL’s expansion plans: SAIL plans to expand production to 60mt by 2020. Currently, it has 
130,000 acres of land that can be used for expansion up to 47mt. Most of the additional 
capacity would come via the BF-BOF (blast furnace-basic oxygen furnace) route, but the 
company is also examining alternative technologies. It intends to move towards a higher 
proportion of value-added products. 


= SAIL is the second-largest iron ore producer domestically and can also produce up to 1mt of 
coking coal annually. The company plans to increase its coking coal production by 10mt within 
the next three years. 


=» Backward integration: SAIL currently has iron ore reserves of 3bt, including 500mt in an 
area of Chhattisgarh affected by Naxalite left wing extremists. The company plans to increase 
annual production at its Chiria mine from 7mt to 20mt and at its Rowghat mine from about 
7mt to 15mt. In coking coal, the company will be largely dependent on imported sources. It 
has been allotted two coking coal blocks in Jharkand that it expects to produce a total of Smt 
pa within the next five years. 


S. Murari, director of Coal India 


= Steel capacity projections: The National Steel Policy group expects crude steel capacity to 
reach 110mt by 2019-20. Other agencies forecast it will reach 124mt by 2011-12, and 293mt 
by 2020. To produce 110mt of steel, the industry would need 190mt of iron ore, 70mt of coking 
coal and 26mt of non-coking coal. 


= Reserves: Coking coal constitutes only 33bt (13%) of India’s total coal reserves of 267bt. The 
remainder is thermal coal. Production in 2008-09 totalled 492.3mt, of which 450.1mt was by 
government players and the remaining 42.8mt by private players. 


= Mine ownership: Coal India owns 473 mines, of which 279 are underground mines, 163 are 
open mines and 31 are mixed. It has 17 coal washeries and about 400,000 employees. 


= Production targets: Coal India aims to increase production to 525mt by FY12 by acquiring 
coal fields abroad in Mozambique as well as in the US and Australia. 


= Coal India’s effort to increase coking coal output: The company plans to increase 
production at Jharia from 24mt to 30-35mt by 2013. Coking coal reserves are estimated at 1bt 
at this mine. However, this project faces serious rehabilitation issues. 


Peter Marcus, World Steel Dynamics 


= Over the long term, steel mills are more profitable now than they were in previous cycles. Five 
Indian steel companies (Essar Steel, JSW, SAIL, Tata Steel and Vizag Steel) are on World 
Steel Dynamics’ list of the top 33 steel mills globally. 


= lron-ore prices: Peter Marcus expects iron ore prices to peak next year, coking coal prices to 
remain high and scrap prices to remain volatile. 
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= Marcus expects the following probabilities for the following scenarios: 
. Boom and Bust: 70%; 
. Balanced: 5%; 
. Shortage: 10%; and 
. Price spike: 15% 


= Over the long term, Marcus expects Turkish long steel producers to face serious difficulties, as 
just 10% of the scrap used for steel production in Turkey is generated in home markets. 


= Chinese steel markets are far too fragmented, according to Marcus, with too many mills 
making rebar. Some 150,000 traders in China buy 40-70% of output depending on product 
categories, and prices are highly sensitive to world markets. 


= Marcus believes China today is more capitalistic than the US. With a GDP of US$5trn, China 
has per capita consumption of 0.426 tons per annum. The US has per capita consumption of 
0.215 tons per annum. Hence, he believes steel demand in China will likely slow substantially 
in the near future. 


Dr Rod Beddows, CEO of Hatch Corporate Finance, UK 


= Less than one-third of the world’s population lives in industrialised countries, indicating 
potential for future growth in world steel consumption. 


» The cost of setting up a steel plant in Brazil is US$1,400/ton at the slab stage and 
US$1,500/ton at the hot rolled coil (HRC) stage. The costs are far lower in India, at 
US$1,000/ton at the HRC stage and US$500/ton through the electric arc furnace route. 


= The steel industry currently has very poor cash-generation capability. With an average selling 
price of US$500/ton and an EBITDA margin of 20%, the free cash generated represents 5% of 
revenue. At these low profitability levels, the steel industry cannot fund future growth and 
faces stiff competition for capital from other industries. Over the long term, the steel prices 
should be US$1000/ton, according to Beddows. 


= The steel industry is in a vicious cycle and there is far too much blast furnace capacity in 
Europe that needs to be phased out, he said. 


Vicky Binns, head of commodity research at BHP Billiton 


= This is a year of regional contrasts, with a very fragile Western world and strong Asian 
demand. In 2009, demand for pig iron fell 3% and that for steel fell 8%. 


= BHP Billiton sees no pullback in domestic demand in the foreseeable future. 


= BHP Billiton expects India and China to account for the lion’s share of global metallurgical coal 
demand this year. 


= China will produce 350m tons of metallurgical coal internally and import 30m tons from the 
rest of the world in 2010, said Binns. 


= Major iron ore deposits need to be discovered, since the Pilbara iron ore reserves will be 
exhausted within the next 60-70 years and the Carajas reserves in Brazil will be exhausted 
within the next 100 years. The cost of setting up new mining capacity has increased 
substantially over the past few years, to US$120-140/ton. 


PK Mukherjee, managing director of Sesa Goa 


= The Indian Bureau of Mines estimated India’s iron ore reserves at 25bn tons in 2005. It 
believes that figure can rise to 50-55bn tons over the next few years due to: 1) increased 
exploration and 2) a reduction of cut-off grades from 55% Fe presently to 45% Fe. 


=» Mukherjee believes there is no case for banning exports of iron ore and the industry should be 
viewed independently of the steel making industry. There is almost no iron ore industry in 
India. Apart from a few large players, the rest are mostly family concerns. More transparency 
is required in the system and even captive producers should report their reserves and 
resources to the market, said Mukherjee. 


= There are several hurdles for iron ore miners in India, such as requirements concerning forest 
clearances for exploration, public hearings, permission for tree cutting, permits for trucks. The 
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entire process from getting a prospecting licence to obtaining a mining lease can take three to 
seven years. 


India offers poor inland rail logistics. The average rake in India can carry just 3,800 tons. In 
Australia, the average rake can carry 20,000-40,000 tons. 
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Recommendation structure 


Absolute performance, short term (trading) recommendation: A Trading Buy recommendation implies upside of 5% or more and a Trading Sell indicates downside of 5% or more. The 
trading recommendation time horizon is 0-60 days. For Australian coverage, a Trading Buy recommendation implies upside of 5% or more from the suggested entry price range, and a 
Trading Sell recommendation implies downside of 5% or more from the suggested entry price range. The trading recommendation time horizon is 0-60 days. 

Absolute performance, long term (fundamental) recommendation: The recommendation is based on implied upside/downside for the stock from the target price. A Buy/Sell implies 
upside/downside of 10% or more and a Hold less than 10%. For UK Mid/Small Cap Analysis a Buy/Sell implies upside/downside of 10% or more, an Add/Reduce 5-10% and a Hold less 
than 5%. For UK-based Investment Funds research the recommendation structure is not based on upside/downside to the target price. Rather it is the subjective view of the analyst based 
on an assessment of the resources and track record of the fund management company. For listed property trusts (LPT) or real estate investment trusts (REIT) the recommendation is 
based upon the target price plus the dividend yield, ie total return. 


Performance parameters and horizon: Given the volatility of share prices and our pre-disposition not to change recommendations frequently, these performance parameters should be 
interpreted flexibly. Performance in this context only reflects capital appreciation and the horizon is 12 months. 

Sector relative to market: The sector view relative to the market is the responsibility of the strategy team. Overweight/Underweight implies upside/downside of 10% or more and Neutral 
implies less than 10% upside/downside. 

Target price: The target price is the level the stock should currently trade at if the market were to accept the analyst's view of the stock and if the necessary catalysts were in place to effect 
this change in perception within the performance horizon. In this way, therefore, the target price abstracts from the need to take a view on the market or sector. If it is felt that the catalysts 
are not fully in place to effect a re-rating of the stock to its warranted value, the target price will differ from ‘fair’ value. 


Distribution of recommendations 


The tables below show the distribution of recommendations (both long term and trading). The first column displays the distribution of recommendations globally and the second column 
shows the distribution for the region. Numbers in brackets show the percentage for each category where there is an investment banking relationship. 


Long term recommendations (as at 15 Feb 2010) Trading recommendations (as at 15 Feb 2010) 


Global total (IB%) Asia Pacific total 


Global total (IB%) 


Asia Pacific total 


(IB%) (IB%) 
Buy 666 (10) 440 (1) Trading Buy 3 (0) 3 (0) 
Add 0 (0) 0 (0) Rec 00 (00) 00 (00) 
Hold 384 (4) 212 (0) 
Reduce 0 (0) 0 (0) 
Sell 93 (0) 57 (0) Trading Sell 0 (0) 0 (0) 
Total (IB%) 1143 (7) 709 (0) Total (IB%) 3 (0) 3 (0) 
Source: RBS Source: RBS 


Valuation and risks to target price 


Steel Authority of India (RIC: SAIL.BO, Rec: Buy, CP: Rs202.45, TP: Rs255.00): Key risks to our EV/EBITDA-based target price are: 1) lower-than-expected realisations; 2) delays in 
its capacity-expansion plans; and 3) a higher-than-expected increase in long-term coking coal prices. 

Tata Steel (RIC: TISC.BO, Rec: Hold, CP: Rs539.90, TP: Rs495.00): We value Tata Steel based on average EV/EBITDA multiples of peer companies. The key upside risk to our target 
price is a stronger-than-expected recovery in European steel demand. However, a steel demand revival in Europe has been much slower compared with that of other geographies and 
could drag overall earnings for a prolonged period. 

JSW Steel (RIC: JSTL.BO, Rec: Buy, CP: Rs1011.40, TP: Rs1389.00): Risks to our EV/EBITDA-based target price for JSW Steel are: 1) delays in capacity addition, due to the 
complexities involved; 2) earnings volatility and low long-term visibility, given the current low level of integration; 3) continued demand weakness for the products of its US plate and pipe 
mill, given the impact of the recent downturn; and, 4) the high margin variability, due to the lag in raw material price and steel price movements. 


Steel Authority of India coverage data 


Stock performance, recommendations and coverage (as at 15 Feb 2010) Trading recommendation history 


350 (as at 15 Feb 2010) 
300 Date Rec Analyst 
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= Steel Authority of India 


Target price 


(Buy (Ajdd (Hjold (RJeduce (S)ell (PA) Previous Analyst (CA) Current Analyst (NC) Not Under Coverage 


Rahul Jain started covering this stock on 16 Dec 09 


Source: RBS 
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Tata Steel coverage data 


Stock performance, recommendations and coverage (as at 15 Feb 2010) 


Trading recommendation history 
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JSW Steel coverage data 
Stock performance, recommendations and coverage (as at 15 Feb 2010) Trading recommendation history 
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Rahul Jain started covering this stock on 22 Jan 10 


Source: RBS 


Regulatory disclosures 


RBS expects to receive, or intends to seek, compensation during the next three months for investment banking services from this company, its subsidiaries or affiliates.: TISC.BO 
RBS beneficially own 1% or more of a class of common equity securities of this company.: JSTL.BO 


RBS is Joint Deal Manager for the Tata Steel CARS Exchange Offer: TISC.BO 
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Global disclaimer 


© Copyright 2010 The Royal Bank of Scotland N.V. and affiliated companies ("RBS"). All rights reserved. 


This material was prepared by the RBS affiliate named on the cover or inside cover page. It is provided for informational purposes only and does not constitute an offer to sell or a 
solicitation to buy any security or other financial instrument. While based on information believed to be reliable, no guarantee is given that it is accurate or complete. While we endeavour 
to update on a reasonable basis the information and opinions contained herein, there may be regulatory, compliance or other reasons that prevent us from doing so. The opinions, 
forecasts, assumptions, estimates, derived valuations and target price(s) contained in this material are as of the date indicated and are subject to change at any time without prior notice. 
The investments referred to may not be suitable for the specific investment objectives, financial situation or individual needs of recipients and should not be relied upon in substitution for 
the exercise of independent judgement. The stated price of any securities mentioned herein is as of the date indicated and is not a representation that any transaction can be effected at 
this price. Neither RBS nor other persons shall be liable for any direct, indirect, special, incidental, consequential, punitive or exemplary damages, including lost profits arising in any way 
from the information contained in this material. This material is for the use of intended recipients only and the contents may not be reproduced, redistributed, or copied in whole or in part 
for any purpose without RBS's prior express consent. In any jurisdiction in which distribution to private/retail customers would require registration or licensing of the distributor which the 
distributor does not currently have, this document is intended solely for distribution to professional and institutional investors. 


Australia: Any report referring to equity securities is distributed in Australia by RBS Equities (Australia) Limited (ABN 84 002 768 701, AFS Licence 240530), a participant of the ASX 
Group. Research produced by Craigs Investment Partners Limited is distributed outside New Zealand by RBS Equities and its associated companies under the strategic alliance between 
the two groups of companies. Any report referring to fixed income securities is distributed in Australia by The Royal Bank of Scotland NV (Australia Branch) (ABN 84 079 478 612, AFS 
Licence 238266). Australian investors should note that this document was prepared for wholesale investors only. 


Canada: The securities mentioned in this material are available only in accordance with applicable securities laws and many not be eligible for sale in all jurisdictions. Persons in Canada 
requiring further information should contact their own advisors. 


EEA: This material constitutes "investment research" for the purposes of the Markets in Financial Instruments Directive and as such contains an objective or independent explanation of 
the matters contained in the material. Any recommendations contained in this document must not be relied upon as investment advice based on the recipient's personal circumstances. In 
the event that further clarification is required on the words or phrases used in this material, the recipient is strongly recommended to seek independent legal or financial advice. 


Denmark: Royal Bank of Scotland N.V. is authorised and regulated in the Netherlands by De Netherlandsche Bank. In addition, Royal Bank of Scotland N.V. Danish branch is subject to 
local supervision by Finanstilsynet, The Danish Financial Supervisory Authority. 


Hong Kong: This document is being distributed in Hong Kong by, and is attributable to, RBS Asia Limited which is regulated by the Securities and Futures Commission of Hong Kong. 


India: Shares traded on stock exchanges within the Republic of India may only be purchased by different categories of resident Indian investors, Foreign Institutional Investors registered 
with The Securities and Exchange Board of India ("SEBI") or individuals of Indian national origin resident outside India called Non Resident Indians ("NRIs"). Any recipient of this document 
wanting additional information or to effect any transaction in Indian securities or financial instrument mentioned herein must do so by contacting a representative of RBS Equities (India) 
Limited. RBS Equities (India) Limited is a subsidiary of The Royal Bank of Scotland N.V.. 


Italy: Persons in Italy requiring further information should contact The Royal Bank of Scotland N.V. Milan Branch. 
Japan: This report is being distributed in Japan by RBS Securities Japan Limited to institutional investors only. 
Malaysia: RBS research, except for economics and FX research, is not for distribution or transmission into Malaysia. 


New Zealand: This document is distributed in New Zealand by Craigs Investment Partners Limited, an NZX accredited firm. Research produced by RBS Equities (Australia) Limited and its 
associated companies is distributed by Craigs Investment Partners Limited in New Zealand under the strategic alliance between the two groups of companies. Craigs Investment Partners 
Limited and/or its partners and employees may, from time to time, have a financial interest in respect of some or all of the matters discussed. 


Netherlands: the Authority for the Financial Markets ("AFM") is the competent supervisor. 


Russia: This Material is distributed in the Russian Federation by RBS and "The Royal Bank of Scotland" ZAO (general banking license No. 2594 issued by the Central Bank of the Russian 
Federation, registered address: building 1, 17 Bolshaya Nikitskaya str., Moscow 125009, the Russian Federation), an affiliate of RBS, for information purposes only and is not an offer to 
buy or subscribe or otherwise to deal in securities or other financial instruments, or to enter into any legal relations, nor as investment advice or a recommendation with respect to such 
securities or other financial instruments. This Material does not have regard to the specific investment purposes, financial situation and the particular business needs of any particular 
recipient. The investments and services contained herein may not be available to persons other than ‘qualified investors" as this term is defined in the Federal Law "On the Securities 
Market". 


Singapore: Any material in connection with equity securities is distributed in Singapore by The Royal Bank of Scotland Asia Securities (Singapore) Pte Limited ("RBS Asia Securities") 
(RCB Regn No. 198703346M).Without prejudice to any of the foregoing disclaimers, this material and the securities, investments or other financial instruments referred to herein are not in 
any way intended for, and will not be available to, investors in Singapore unless they are institutional investors (as defined in Section 4A(1) of the Securities and Futures Act (Cap. 289) of 
Singapore ("SFA") or relevant persons falling within Section 275 of the SFA and in accordance with the conditions specified therein or otherwise fall within the circumstances under Section 
275 of the SFA. Further, without prejudice to any of the foregoing disclaimers, where this material is distributed to accredited investors or expert investors as defined in Regulation 2 of the 
Financial Advisers Regulations ("FAR") of the Financial Advisers Act (Cap. 110) of Singapore ("FAA"), RBS Asia Securities is exempted by Regulation 35 of the FAR from the 
requirements in Section 36 of the FAA mandating disclosure of any interest in securities referred to in this material, or in their acquisition or disposal. Recipients who do not fall within the 
description of persons under Regulation 49 of the Securities and Futures (Licensing and Conduct of Business) Regulations or Regulations 34 and 35 of the Financial Advisers Regulations 
should seek the advice of their independent financial advisor prior to taking any investment decision based on this document or for any necessary explanation of its contents. 


Thailand: Pursuant to an agreement with Asia Plus Securities Public Company Limited (APS), reports on Thai securities published out of Thailand are prepared by APS but distributed 
outside Thailand by RBS Bank NV and affiliated companies. Responsibility for the views and accuracy expressed in such documents belongs to APS. 


Turkey: The Royal Bank of Scotland N.V. is regulated by Banking Regulation and Supervision Authority (BRSA). 


UAE and Qatar: This report is produced by The Royal Bank of Scotland N.V and is being distributed to professional and institutional investors only in the United Arab Emirates and Qatar 
in accordance with the regulatory requirements governing the distribution of investment research in these jurisdictions. 


Dubai International Financial Centre: This material has been prepared by The Royal Bank of Scotland N.V. and is directed at "Professional Clients" as defined by the Dubai Financial 
Services Authority (DFSA). No other person should act upon it. The financial products and services to which the material relates will only be made available to customers who satisfy the 
requirements of a "Professional Client". This Document has not been reviewed or approved by the DFSA. 


Qatar Financial Centre: This material has been prepared by The Royal Bank of Scotland N.V. and is directed solely at persons who are not "Retail Customer" as defined by the Qatar 
Financial Centre Regulatory Authority. The financial products and services to which the material relates will only be made available to customers who satisfy the requirements of a 
"Business Customer" or "Market Counterparty". 


United States of America: This document is intended for distribution only to "major institutional investors" as defined in Rule 15a-6 under the U.S. Exchange Act of 1934 as amended (the 
"Exchange Act"), and may not be furnished to any other person in the United States. Each U.S. major institutional investor that receives these materials by its acceptance hereof 
represents and agrees that it shall not distribute or provide these materials to any other person. Any U.S. recipient of these materials that wishes further information regarding, or to effect 
any transaction in, any of the securities discussed in this document, should contact and place orders solely through a registered representative of RBS Securities Inc., 600 Washington 
Boulevard, Stamford, CT, USA. Telephone: +1 203 897 2700. RBS Securities Inc. is an affiliated broker-dealer registered with the U.S. Securities and Exchange Commission under the 
Exchange Act, and a member of the Securities Investor Protection Corporation (SIPC) and the Financial Industry Regulatory Authority (FINRA). 


- Material means all research information contained in any form including but not limited to hard copy, electronic form, presentations, e-mail, SMS or WAP. 


The research analyst or analysts responsible for the content of this research report certify that: (1) the views expressed and attributed to the research analyst or analysts in the research 
report accurately reflect their personal opinion(s) about the subject securities and issuers and/or other subject matter as appropriate; and, (2) no part of his or her compensation was, is or 
will be directly or indirectly related to the specific recommendations or views contained in this research report. On a general basis, the efficacy of recommendations is a factor in the 
performance appraisals of analysts. 


For a discussion of the valuation methodologies used to derive our price targets and the risks that could impede their achievement, please refer to our latest published research on those 
stocks at research.rbsm.com. Disclosures regarding companies covered by us can be found on our research website at research.rbsm.com. Our policy on managing research conflicts of 
interest can be found at https://research.rbsm.com/Disclosure/Disclosure.AspX?MI=5. Should you require additional information please contact the relevant research team or the author(s) 
of this report. 
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